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CORRESPONDENCE. 



PROFESSOR GIDDINGS ON THE THEORY OF CAPITAL. 

Professor Giddings, in his paper in the last issue of this 
Journal, thinks " we need have no hesitation in explaining the 
value of capital by its cost of production, while still identify- 
ing value with final degree of utility"; and that, "starting 
from either the Ricardian or the Austrian standpoint, we 
arrive at the same conclusion." * This seems to mean that we 
are still, like Ricardo himself, to be " Dualists." We are to 
have two ultimate explanations, instead of one, for the phe- 
nomena of value, — (1) final utility and (2) cost of produc- 
tion. It is difficult to see how interest could be explained by 
the second alternative at all, for its peculiar difficulty lies in 
the fact that it is a return over and above the cost. 

Dr. Bohm-Bawerk is fully aware of the peculiar costliness 
of capital,f and he has not failed to consider the precise man- 
ner in which capital " enlists the extra-human energies in 
production." t In his Positive Theory of Capital, under the 
head of "Capital as an Instrument of Production," he goes 
into the very question which Professor Giddings accuses him 
of neglecting. Readers of his earlier volume, on the History 
and Criticism of Theories of Interest (1884), will know how 
impossible it is for him to accept Mr. Giddings's via media. 
When interest is ascribed to extra-labor, we are dealing with 
a form of the "Labor," "Exploitation," or "Cost" theory, 
there examined and rejected. § Even if, in view of the fact 
that in modern business the vast bulk of the labor is done 

* Quarterly Journal of Economics, vol. iv. p. 204. 

t See, for example, his Robinsonade in the summary of his theory which he 
gives in the Revue d' Economic Politique, April, 1880, p. 107. 
X Quarterly Journal, p. 177; compare p. 187. 
§ History anal Criticism, p. 343 seq. 
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for the capitalist and not by him, and that the laborer gets no 
interest, we translate this extra-labor into extra abstinence, we 
are still dealing with a theory weighed and found wanting 
in the same book, — the "Abstinence " theory.* Indeed, there 
is a family resemblance between Mr. Giddings's theory and 
the idea of Senior,t the first clear formulator of the " Absti- 
nence" theory, that the profits of cotton manufacturing (in 
1837) were, due to the extra-labor of the last hour of the 
working day and would fall to less than nothing if a new 
factory act were to reduce the hours from 11^ to 10 hours 
a day. 

James Bonar. 



1. The element of truth in Mr. Giddings's contention lies 
in ihe fact that the imperfection of our laboring powers is the 
reason why there is always only a " limited supply " of capital. 
This effect is intensified, though by no means caused, by the 
fact that beyond a certain limit "overtime labor" becomes 
more and more painful. Even if the toilsomeness of the pro- 
ductivity of labor remained unaltered up to the extreme limit 
of human powers of laboring, even, say, to the eighteenth hour 
of labor, the supply of capital, and of economic goods in general, 
would remain a limited quantity, and interest on capital would 
come into being. Therefore, the ultimate explanation of in- 
terest on capital cannot possibly be found in a circumstance 
which may be wanting, when interest on capital need not be 
wanting. 

It seems to me that the increasing degree of toilsomeness 
in overtime labor can have at most (and quite indirectly) a 
similar influence on interest to that which the different degrees 
in the fertility of lands exert upon the rent of land. Even if 
all lands were equally fertile, yet, if they were insufficient to 
meet the demand for the means of living, the services of the 
soil would have an economic value, and rent would come into 
being. Rent arises, it is true, for the better lands sooner than 
it would if all lands were equally good. In any case, the 

History and Criticism, p. 315 seq. 1 1n his Letters on the Factory Act. 
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different fertility of the lands is not the ultimate reason of 
rent. Still less is the increasing toilsomeness of overtime the 
ultimate cause of interest on capital. 

2. " Limited supply " of capital is certainly a condition of 
the existence of interest ; but interest is a long way from 
being explained by it. The problem of interest on capital 
begins at this very point. For the only immediate conse- 
quence of the limited quantity of capital goods is that the 
capital goods themselves, the tools, machines, raw materials, 
must have a value. It has still to be explained how and why 
they bring in a surplus value over and above their own value. 
Mr. Giddings would explain this also by the increased cost of 
the " overtime labor," by which in his opinion the capital is 
produced. The objections to this explanation are : (a) It is 
not the case that the cost of capital goods " per unit of com- 
modity " is higher than that of present objects of consumption. 
The exact opposite is true. To produce capital goods means 
to produce future objects of consumption in a roundabout way; 
and every one knows that the future objects of consumption 
are produced in the roundabout way with less cost. In fishing 
with nets, and in the manufacture of stockings with machines, 
the "unit of commodity," the fish, the dozen of stockings, 
costs much less labor (in spite of " diminishing returns," the 
effect of which, I think, Mr. Giddings misunderstands) than 
in the direct production, without capital, of the "goods con- 
stituting present subsistence." We might even say that the 
roundabout ways of capital are only entered on when in these 
ways the cost " per unit of commodity " is less. Nowhere, 
too, shall we ever find capital goods relatively dearer than 
present objects of consumption ; but they would certainly be 
so if their cost of production were higher. Seed-corn, one of 
the capital goods, is certainly not dearer than the corn of 
which bread is baked. 

(b) If, however, the cost of capital goods were really higher 
than that of goods for present consumption, interest on capi- 
tal would still be unexplained. As already noted, a higher 
cost of capital goods would be bound to have its effect in a 
higher price of capital goods, of the wool and the machines. 
The manufacturers would therefore need to spend a great 



CORRESPONDENCE 349 

outlay for means of production. Can a circumstance which 
increases their outlay be the cause of their gain? The 
gain of capital is a remainder left over when the value 
of the expended means of production (the subtrahend) is 
deducted from the product (the minuend). And Mr. Giddings 
would explain the existence of a remainder by means of a cir- 
cumstance which could only cause the subtrahend to be a very 
great one. 

Professor Giddings is forced to be false to his own explana- 
tion from the cost, and, in eclectic fashion, to interpolate a 
second explanation, from the productive power of capital. 
Like Professor Wieser, he ascribes to capital a power of re- 
producing itself along with an increment. I hold this expla- 
nation to be quite wrong ; * but, at any rate, it is essentially 
different from the explanation by cost. 

3. In his first paper,f Professor Giddings seems to me to 
confuse the abnormal cost of an extraordinary shortening of a 
process of production with the ordinary cost of a circuitous 
production. He calls the cost of the abnormal accelerated 
conversion of capital goods into goods ready for consumption 
the cause of interest on capital, while he elsewhere explains the 
cost of the normal production of capital goods as the deter- 
mining factor. Between the two costs there is a very impor- 
tant difference, which it is plain that Professor Giddings has 
not observed. 

E. v. Bobhm-Bawebk. 
Vienna, February 3, 1800. 

* The weak point in Professor Wieser's theory is at pp. 124, 125, of his Natiir- 
lieher Werth, where the phrase "net return" (Reinertrag) is used ambiguously ; 
on p. 124 in a different sense from that of p. 125. This ambiguity leads to a logical 
fallacy. 

t Quarterly Journal, vol. iii. p. 507. 



